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Hi storical Note: This chapter is based substantially
upon chapter 17-1739, subchapter 2. [Eff 11/13/95, am
11/ 25/96; R 09/01/03 ]

817-1739.2-1 Definitions. As used in this
chapter, the followng terns shall have the indicated
meani ngs:

“Acui ty based rei nbursenent systeni neans the
Medi cai d rei nbursenent systemfor nursing facility
(NF) level of care described in Exhibit A dated July
2003, which is located at the end of this chapter and
made a part of this chapter. The acuity based
rei mbursenent systemapplies to acuity level A and
acuity level C services, excluding services in
critical access hospitals.

"Acuity level A" neans that the departnment has
applied its standards of nedical necessity and
determ ned that a resident requires a | evel of nedical
care froma nursing facility relatively |ower than
acuity level C.  Prior to Cctober 1, 1990, that |evel
of care was appropriately obtained froman |ICF

"Acuity level B" neans that the departnment has
applied its standards of nedical necessity and
determ ned that a resident requires the | evel of
medi cal care and special services that are
appropriately obtained froman | CF/ MR

"Acuity level C' neans that the departnment has
applied its standards of nedical necessity and
determ ned that a resident requires a | evel of nedical
care froma nursing facility relatively higher than

17-1739. 2-2



UNOFFICIAL
acuity level A Prior to Cctober 1, 1990, that |evel

17-1739. 2-2



UNOFFICIAL
§17-1739.2-1

of care was appropriately obtained froman SNF

"Acuity level D' neans that the departnment has
applied its standards of nedical necessity and
determ ned that a resident requires a | evel of nedical
care that is relatively higher than acuity |evel C
but | ess than acute.

"Acuity ratio" neans the estinmated average acuity
| evel A direct nursing costs divided by the estinmated
average acuity level C direct nursing costs, as
determ ned by the departnent. For the FY 98 rebasing,
t he departnent has determned the ratio to be
1. 00: 0. 8012.

"Adj usted PPS rate" nmeans the basic PPS rate and
any adjustnents to that rate that are applicable to a
particular provider. A fornula to determ ne the
adjusted PPS rate is defined in section
17-1739. 2-19(f).

"Ancillaries paynent" neans a per di em paynent
outside of the basic PPS rate to reinburse certain
providers for ancillary services that they provide to
residents. The paynent is available only to sel ected
providers that are incapable of billing Medicaid on an
itemzed fee for services basis at this tine. The
paynment is not an adjustment to the basic PPS rate.

"Audit adjustnent factor" nmeans a reduction to
the costs reported in a cost report that has not been
finally settled by the departnent to reflect the
average amount of costs that the departnent has
historically disallowed for facilities statew de as
part of the final settlenment process.

"Basic PPS rate" neans the sum of the applicable
per diemanounts for the direct nursing, capital, and
general and adm nistrative conponents for each
provi der and for each level of care that the provider
is certified to provide, as cal cul ated pursuant to the
nmet hodol ogy defined in this chapter. It does not
i nclude the various adjustnments or increases to the
basic PPS rate defined in this chapter.

"Base year" neans that state fiscal year chosen
to identify the provider-specific cost reports that
areused to calculate the basic PPS rate.

"Base year cost report" means the cost report of
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provi der that covers the reporting period that ends
during the base year.

“Bed day(s)” neans inpatient days on the Medicaid
cost report.

“CAH’ neans critical access hospital.

"Capital conponent reduction factor" neans a
fraction with the capital cost per diemprojected by a
new provider to obtain its initial PPS rates as the
nunmerator and the total projected capital, direct
nursing and G&A per diem costs as the denom nator.

"Capital incentive adjustnent” neans an increase
to a provider's basic PPS rate that is cal culated as
fol |l ows:

(1) |If the capital per diemcost conponent of

t he

provider's basic PPS rate is in the | owest
quartile of its peer group, then the

i ncentive paynment shall be thirty-five
percent of the difference between the nedi an
capital per diemcost for the peer group and
the provider's capital per diem cost
conponent ;

(2) If the capital per diemcost conponent of
the provider's basic PPSrate is in the
second | owest quartile of its peer group,
then the incentive paynent shall be twenty-
five percent of the difference between the
medi an capital per diemcost for the peer
group and the provider's capital per diem
cost component;

(3) Notw thstanding the foregoing, the capital
incentive adjustnent shall not increase a
provi der's capital cost conmponent above the
capi tal conponent ceiling for the applicable
acuity level in the provider's peer group.

"Critical access hospital"™ nmeans a hospital
desi gnated and certified as such under the Mdicare
Rural Hospital Flexibility Program

"Day-wei ght ed nedi an" neans a nunerical val ue
determ ned by arraying the per diemcosts and total
patient days of each nursing facility and identifying
the value at which half of the patient days are
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val ue.

"Departnment” means the departnent of human
services of the state of hawaii, which is the single
state agency responsible for adm nistering the nedical
assi st ance program

“Distinct part” refers to a portion of an
institution or institutional conplex (e.g. nursing
home or a hospital) that is certified to provide SNF
and NF services, or both.

“FI'S NF" means freestanding nursing facility.

"FY 98 rebasing”" neans the rebasing that used the
cost reports for fiscal years that ended during the
state fiscal year ending June 30, 1995. The basic PPS
rates that resulted fromthe FY 98 rebasing are
effective July 1, 1997

"GRA" neans general and adm nistrative.

"G&A incentive adjustnent” neans an increase to a
provider's basic PPS rates that is cal cul ated as
fol |l ows:

(1) If the GRA per diem cost conponent of the
provider's basic PPS rate is in the | owest
quartile of its peer group, then the
i ncentive paynment shall be thirty-five
percent of the difference between the nedi an
G8A per diemcost for the peer group and the
provider's G&A per di em cost conponent;

(2) If the GRA per diem cost conponent of the
provider's basic PPS rate is in the second
| onest quartile of its peer group, then the
i ncentive paynent shall be twenty-five
percent of the difference between the nedi an
GRA per diemcost for the peer group and the
provider's G&A per di em cost conponent;

(3) Notw thstanding the foregoing, the GA
incentive adjustnent shall not increase a
provi der's G&A cost conponent above the GRA
conponent ceiling for the applicable acuity
I evel in the provider's peer group.

ARA smal |l facility Adjustnment” neans an
adjustnent to small F/S NF' s basic PPS rates. To
qualify for this adjustnent, the F/'S NF nust:

(1) Have fifty beds or less; and
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(2) Have a base year facility specific G&A cost
per day in excess of their facility specific
G&A cost conponent ceiling.

To cal cul ate the adjustnent, the G&A cost
conponent of the provider’s basic PPS rate cal cul ation
is reconputed as foll ows:

(1) A cost differential in the average base year

G8A cost per day, inflated to the PPS rate

year, is conputed between:

(A F/SNFs with fifty beds or less, and

(B) F/S NFs with nore than fifty beds but
| ess than one hundred twenty-five.

(2) The provider’s G&A cost conponent ceiling
I's increased by the conputed cost
differential described above.

(3) The facility specific G&A cost per day is
conpared with the revised ceiling to
determ ne the revised all owabl e G&A cost
conponent of the provider’s basic PPS rate.

(4) The increase in the G&A portion of the
provider’s PPS rate as a result of the above
cal cul ations represents the adjustnent.

"CGET adjustnment” nmeans the adjustnment to the
basic PPS rate of a proprietary provider to reinburse
it for gross excise taxes paid to the State of Hawaili .
The GET adjustment shall be 1.04167; provided,
however, that if the gross excise tax rate is
i ncreased or decreased, then the GET adjustnent shal
be revised accordingly.

"G andf at hered capital conponent” neans the
capital conponent of the basic PPS rates that a new
provider or a provider with new beds was receiving
imedi ately prior to the FY 98 rebasing.

"Grandfathered direct nursing and G&A adj ustnent"”
means an increase to an eligible provider's basic PPS
rates calculated as follows: first, the departnent
shall determ ne the provider's conbined direct nursing
and G&A conponents (including all incentives) as
calculated in the FY 98 rebasing; second, the
departnment shall determ ne the conbined direct nursing
and G&A conponent in the total PPS rates that the
provi der was receiving prior to the FY 98 rebasing for
its old beds; third, the departnent shall increase
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for FY 98; and finally, if the difference between the
second anount and the first amount is a positive
nunber, that nunber shall be nultiplied by the ratio
of the provider's old beds to its total beds. The
product shall be the per diemincrease to the

provi der's basic PPS rates.

"Grandfathered PPS rate" neans the total PPS rate
that a provider was receiving prior to the FY 98
r ebasi ng.

“Hawai i state plan” neans the docunent that
defines how Hawaii operates its Medicaid program The
provisions included in the state plan are approved by
the Centers for Medicare and Medi caid Services (CM).
The state plan addresses the areas of state program
adm nistration, Medicaid eligibility criteria, service
coverage, and provider reinbursenent.

"ICF" nmeans internediate care facility.

"I CF/ MR' neans internediate care facility for the
mentally retarded. The termalso refers to a |evel of
certification of a provider by Medicai d.

"Inflation adjustnment” neans the estimate of
inflation in the costs of providing nursing facility
services for a particular period as estimated in the
CVB Nursing Honme Wthout Capital Market Basket as
reported in the Health Care Cost Revi ew published
quarterly by G obal Insight, Inc., or its successor.

"I nsufficient experience" neans that a provider's
base year cost report indicates that the provider
delivered | ess than one hundred days of care at a
particular acuity level in the base year.

"Level Arate" neans the PPS rate for care
delivered by a provider to an acuity |evel A resident
in a nursing facility.

"Level B rate" neans the PPS rate for care
delivered by a provider to an acuity |evel B resident
in | CF MR

"Level Crate" neans the PPS rate for care
delivered by a provider to an acuity |evel C resident
in a nursing facility.

"Level Drate" neans the PPS rate for care
delivered by a provider to an acuity |evel D resident
in a nursing or nedical facility.

“LTC’ neans long termcare facility.

"Mai nt enance therapy" neans therapy provided by
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nursing staff or others whose purpose is not
restorative or rehabilitative, but rather to prevent
the decline in the physical capabilities of patients.
Mai nt enance t herapy does not include physical therapy
services that are reinbursed outside of the basic PPS
rates.

"Medi cai d" neans the programto provide certain
medi cal services to eligible individuals as defined
generally in Title XIX of the Social Security Act, as
anmended fromtinme to tine.

"New beds" neans beds of providers that were
pl aced into service after the inplenmentation of the
Hawaii Medicaid programis initial prospective paynent
system

"New provider" nmeans a provider that began
operations after the inplenentation of the Hawaii
Medi caid programis initial prospective paynent system

"NF tax adjustnent"” means the adjustnent to the
basic PPS rate to a NF provider to reinburse it
Medi cai d’s share of the taxes paid under Act 315,
Session Laws of Hawaii, 1993. The NF tax adjustnent
was paid under a prior version of this provision
during the period beginning June 1, 1993, and endi ng
June 30, 1997.

"Nursing facility" or "NF'" means a provider that
is certified as a nursing facility under Medi cai d.

"OBRA 87" neans the Omi bus Budget Reconciliation
Act of 1987, Pub. L. 100-203, and its interpretive
gui del ines and i npl enenting regul ati ons.

"OBRA 87 adjustnent” neans the adjustnment to the
basic PPS rate to reinburse a provider for the
i ncrenental costs of conplying wwth OBRA 87. The OBRA
87 adjustnent was paid under a prior version of this
provi sion during the period beginning June 1, 1993,
and endi ng June 30, 1997.

"Ad d beds" neans the beds of a provider that were
pl aced in service prior to the inplenentation of the
Hawaii Medicaid programis initial prospective paynent
system

"Patient" neans an individual who receives
medi cal care froma provider, and includes both
residents and persons whose care is paid for by
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Medi cai d.

"Plan" means this rule, which defines the nethods
and standards whereby the Hawaii Medicaid program sets
the rates that it pays to providers for services that
they provide to residents.

"PPS" neans the prospective paynent system
defined in this chapter.

“Proprietary provider” neans a for profit
provi der.

"Provider"” neans a facility that is or becones
certified as qualified and contracts with the
departnment to provide institutional |ong-termcare
services to residents.

"Rebasi ng" neans cal cul ating the basic PPS rates
by reference to a new base year and new base year cost
reports. Rebased basic PPS rates are the end product
of a rebasing.

"Resident"” means an individual who is eligible
for benefits under Medicaid and receives |ong-term
care benefits fromor through a provider.

“RCE” nmeans return on equity.

"RCE adjustnent” neans the adjustnment to the
basic PPS rate to a proprietary provider to reinburse
it for
return on equity, as conputed and paid according to
this chapter.

"Routine cost Iimt (RCL) " neans the federal
routine operating cost limts. Beginning with the
effective date of these rules, the routine cost limt
is calculated annually using the [imt in effect on
June 30th of the immedi ately preceding fiscal year
multiplied by one plus the inflation adjustnent.

"SNF" nmeans skilled nursing facility.

"Substitute direct nursing conmponent" neans
adj usting the direct nursing care conponent used to
obtain a basic PPS rate for an acuity |level as
fol |l ows:

(1) Increasing the facility-specific level A

di rect nursing conponent by dividing that
conponent by the acuity ratio; or

(2) Decreasing the facility-specific level C

di rect nursing conmponent by nmultiplying it
by the acuity rati o;
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to the provider's direct nursing conponent
prior to the application of the direct
nur si ng conponent ceiling.

"Total PPS rate" neans the basic PPS rate plus
all applicable adjustnents, additions or increases to
that rate that are defined and authorized in this
chapter.

"Upper Iimt" neans the limt on aggregate
paynents to providers inposed by 42 C F. R 8447.272.
[Eff 09/01/03 ] (Auth: HRS 8346-59; 42 U.S.C.
8§1396a) (Ilnp: 42 C. F. R 8447.252)

817-1739.2-2 Ceneral provisions - purpose and
obj ective. (a) The purpose of this chapter is to
establish a prospective paynent rei nbursenent system
for long-termcare facilities that conplies with the
Social Security Act and the Code of Federal
Regul ations. This chapter describes principles to be
foll owed by providers in making financial reports and
descri bes procedures to be followed by the departnent
in setting rates, making adjustnents to those rates,
and auditing cost reports.

(b) Pursuant to the requirenents of the Bal anced
Budget Act of 1997, the objective of this chapter is
to establish rates for long-termcare facilities in
conformty wth applicable State and Federal |aws and
regul ations and include Medicaid provisions for the
Rural Hospital Flexibility Program
[ Ef f 09/01/03 ] (Auth: HRS 8346-59; 42 U S C
81396a(13)(A)) (Inp: 42 C.F.R 8447.250(a))

817-1739.2-3 Rei nbursenent principles. (a)
Except as noted herein, the Hawaii nedical assistance
program shal |l rei nburse providers based on the nunber
of days of care that the provider delivers to the
resident, the acuity level that is nedically necessary
for each day of care, and the provider's PPS rate.

The provider shall receive paynent at the level Arate
for residents who require care at acuity |level A at
the level B rate for residents who require care at
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acuity level B, at the level Crate for residents who
require
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care at acuity level C, and at level D rate for
residents who require care at the acuity level D. Any
paynents made by residents or other third parties on
behal f of residents shall be deducted fromthe

rei mbursenent paid to providers.

(b) Except as noted herein, the Medicaid program
shall pay for institutional long-termcare services
t hrough the use of a facility-specific prospective per
diemrate.

(c) The basic PPS rate shall be devel oped based
on each provider's historical costs (as reflected in
its base year cost report) and allocated to three
conponents, which are subject to conponent cost
cei l i ngs.

(d) A proprietary provider shall receive the GET
and ROE adjustnents to its basic PPS rate to account
for gross excise taxes and return on equity.

(e) Rates for acute facilities with federally
desi gnat ed swi ng beds shall be established according
to 42 C F. R 8447. 280.

(f) Changes in ownership, nmanagenent, control,
operation, and |l easehold interests which result in
i ncreased costs for the successor owner, managenent,
or | easehol der shall be recognized for reinbursenent
purposes only to the followi ng extent: Pursuant to
the provisions of Pub. L. No. 99-272, section
9509(a)(4)(C), the valuation of capital assets shal
not be increased (as neasured fromthe date of
acquisition by the seller to the date of the change of
ownership), solely as a result of a change of
ownership, by nore than the | esser of:

(1) One-half of the percentage increase (as

nmeasured over the sanme period of tine, or,

i f necessary, as extrapol ated
retrospectively by the Secretary) in the
Dodge Construction Systens Costs for Nursing
Hones, applied in the aggregate with respect
to those facilities which have undergone a
change of ownership during the fiscal year;
or

(2) One-half of the percentage increase (as

measured over the sane period of tinme) in
the Consuner Price Index for all urban
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consuners (United States city average).

(g) The departnent shall pay the providers
separately for ancillary services based on a fee
schedul e or through an ancillaries paynent.

(h) Nursing facilities that have G&A or capital
costs below the nedian for their peer group are
rewarded with an incentive paynent. A fornula to
determ ne the GRA incentive adjustnent is defined in
section 17-1739. 2- 1.

(i) The departnment may contract with providers
to provide acuity level D care to selected residents.

(j) The departnent shall reinburse Ievel A and
| evel C services of a Medicare and Medicaid certified
CAH on a reasonabl e cost basis follow ng Medicare
principles of reinbursenent. Reinbursenent for |evel
A and level Croutine services provided in a long term
care distinct part by a CAHw | be actual costs up to
two hundred per cent of each provider’s Medicaid
routine cost limt. However, for CAH providers whose
routi ne costs exceed the routine cost limt,
rei nbursenent of costs will be [imted to two hundred
per cent of each provider's routine cost limt, and
only when a routine cost |imt exception request has
been filed and only up to the anounts approved by the
St at e.

(k) Menbers of the public may obtain the data
and net hodol ogy used in establishing paynent rates for
providers by follow ng the procedures defined in the
UniformInformation Practices Act, chapter 92F, HRS.

[ Ef f 09/01/03 ] (Auth: HRS 8346-59; 42 U.S.C.
8§1396a) (Inp: 42 C. F. R 8447.252)

817-1739.2-4 Services included in the basic PPS
rate. (a) The reasonable and necessary costs of
providing the followng itens and services shall be
included in the basic PPS rate and shall not be
separately reinbursable, unless specifically excluded
under subsection (b):

(1) Room and board;

(2) Adm nistration of nedication and treatnent

and all nursing services;
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(3)

(4)

(5)

(6)

(7)
(8)

(9)

(10)

Devel opment, managenent, and eval uati on of
the witten patient care plan based on
physi ci an orders that necessitate the

i nvol venent of skilled technical or

pr of essi onal personnel to neet the
recipient's care needs, pronpte recovery,
and ensure the recipient's health and

saf ety;

bservation and assessnment of the
recipient's unstable condition that requires
the skills and know edge of skilled
techni cal or professional personnel to
identify and evaluate the recipient's need
for possible nedical intervention,

nmodi fication of treatnment, or both, to
stabilize the recipient's condition;

Heal t h education services, such as gait
training and training in the admnistration
of nedications, provided by skilled

techni cal or professional personnel to teach
the recipient self-care;

Provi sion of therapeutic diet and dietary
suppl ements as ordered by the attending
physi ci an;

Laundry services, including itens of

reci pient's washabl e personal cl othing;
Basi ¢ nursing and treatnent supplies, such
as soap, skin lotion, alcohol, powder,
bandages, applicators, tongue depressors,
cotton balls, gauze, adhesive tape,

i nconti nent pads,

V- pads, thernonmeters, blood pressure
apparatus, plastic or rubber sheets, enemn
equi pnment, and douche equi pnent;
Non- cust om zed dur abl e nedi cal equi pnent and
suppl i es used by individual recipients, but
whi ch are reusabl e. Exanpl es include itens
such as ice bags, hot water bottles,
urinals, bedpans, compbdes, canes, crutches,
wal kers, wheel chairs, and side-rail and
traction equi pment;

Activities of the patient's choice
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psychosoci al well being;

Soci al services provided by qualified
personnel ;

Mai nt enance therapy; provided, however, that
only the costs that woul d have been incurred
if nursing staff had provided the

mai nt enance therapy will be included in

cal cul ating the basic PPS rates;

Provi sion of and paynent for, through
contractual agreenments with appropriate
skilled technical or professional personnel,
ot her nedical and renedi al services ordered
by the attendi ng physician which are not
regul arly provided by the provider. The
contractual agreenent shall stipulate the
responsi bilities, functions, objectives,
services fee, and other terns agreed to by
the provider and the person or entity that
contracts to provide the service; and
Recurring, reasonable and increnental costs
incurred to conply with OBRA 87.

The costs of providing the followng itens

and services shall be specifically excluded from
rei nbursenent under this chapter, and shall be billed
separately to the departnent by the providers:

(1)

(2)

(5)
(6)
(7)
(8)
(9)

(10)

Physi ci an services, except those of the
medi cal director and quality assurance or
drug use review board, or all three;

Drugs that are provided to residents in
accordance with Title XI X policy;
Laboratory, x-ray, and EKG

Ambul ance and any other transportation for
medi cal reasons that is not provided by the
provi der and not included in the costs used
to cal culate the basic PPS rates;

Dent al ;

Opti cal ;

Audi ol ogy;

Podi atry;

Physi cal therapy, excluding maintenance

t her apy;

Cccupational therapy, excluding maintenance
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such

(11)
(12)

(13)

t her apy;
Speech, hearing, and respiratory therapies;
Cust om zed durabl e nedi cal equi pnent and

ot her equi pnment or itens that are designed

to nmeet special needs of a resident and are

aut hori zed by the departnent; and

Charges for ancillary services are not

included in calculating the basic PPS rates

and shall be paid as foll ows:

(A) Providers that have the capability
shall bill the departnent separately
for ancillary services;

(B) The departnment shall make an
ancillaries paynent to providers that

it designates as incapable of billing
for ancillary services on an item zed
basi s;

(© In order to receive an ancillaries
paynment, the provider nust make
assurances satisfactory to the
departnent that it is coommtted to
acquiring the ability to bill on an
item zed basis for ancillaries, and is
pursuing that goal with all deliberate

speed;

(D) As part of the FY 98 rebasing, the
departnent shall identify ancillary
services for which a provider |acks the
ability to bill separately and

cal cul ate a per diem anpunts as an
ancill aries paynent;

(E) No provider that receives an
ancillaries paynment shall otherw se
bill the departnment separately on
behalf of a Title XIX resident for any
type of ancillary service that is
included in calculating its ancillaries
paynment. A provider that receives an
ancillaries paynent nust al so inpl enent
procedures and assure the departnent
that no other person or entity wll
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calculating the ancillaries paynent;

(F) The provider shall provide to the
departnment upon request the progress
that it is making in its efforts to
acquire the ability to bill separately
for ancillary services. If and when
the provider acquires that ability,
then it shall pronptly notify the
departnment in witing;

(G Once the departnent determnes that a
provider is capable of billing for sone
or all ancillary services on an
item zed basis, then it shall provide
advance witten notice to that provider
of a date upon which it will either
cease making or reduce the ancillaries
paynent. |If the provider acquires the
capability of billing for some (but not
all) ancillary services that were
included in calculating its ancillaries
paynment, then the departnent shal
reduce the ancillaries paynent
accordi ngly; and

(H) The departnent shall make avail abl e al
necessary data to ensure the
appropriate accounting for ancillary
servi ces.

(c) The personal funds of nedical assistance
reci pients may not be charged any costs for routine
personal hygiene itenms and services provided by the
provider. [Eff 09/01/03 ] (Auth: HRS 8346-59;
42 U.S.C. 81396a) (Inp: 42 CF.R 8447.252)

817-1739.2-5 C(assification of |long-termcare
providers into peer groups. For the purpose of
establishing the basic PPS rates, providers and costs
shall be grouped into the followng five nutually
excl usive classifications or peer groups:
(1) The costs of delivering care to acuity |evel
A patients in free-standi ng nursing
facilities;
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C patients in free-standing nursing
facilities;

(3) The costs of delivering care to acuity |evel
A patients in hospital -based nursing
facilities;

(4) The costs of delivering care to acuity |evel
C patients in hospital-based nursing
facilities; and

(5) The costs of delivering care to acuity |evel
B patients in an ICF/ MR [Eff 09/01/03
]

(Auth: HRS 8346-59; 42 U.S.C. 81396a(30))
(Imp: 42 C.F.R  8447. 252)

817-1739.2-6 Basic PPS rate cal cul ation
nmet hodol ogy. Unl ess ot herwi se noted, the basic PPS
rates shall be cal cul ated using the nethodol ogy set
forth in this chapter. [Eff 09/01/03 ]  (Auth:
HRS 8346-59; 42 U. S.C. 81396a) (Inp: 42 CF.R
8447. 252)

817-1739.2-7 Data sources for rate cal cul ation.
(a) The departnment shall select the base year. The
base year selected shall be the nost recent state
fiscal year for which cost reports for the significant
majority of providers are available. The departnent
shal |l select the nost recent year for which cost
reports for the significant majority of providers are
avail abl e but are not finally settled (i.e., the "as
filed" cost reports). The departnent shall identify
and apply an audit adjustnent factor to the "as filed"
cost reports.

(b) Cost and census day data to be used in the
devel opment of the basic PPS rates shall be abstracted
fromthe uniformcost report that is submtted to the
Medi cai d agency by each provider. |If the departnent
determ nes that additional data is required, then
addi tional cost and census data shall be solicited
fromthe provider. [Eff 09/01/03 ] (Auth: HRS
8346-59; 42 U.S.C. 8139%a) (Inmp: 42 CF.R
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817-1739.2-8 Cal culation of conponent per diem
costs by reference to each provider's base year cost

report.

(a) Cost data shall be abstracted fromthe

base year cost report and categorized into the
foll ow ng three conponents:

(1)

(2)

(3)

Direct nursing costs shall include al

al l omabl e costs involved in the direct care

of the patient. Exanples of such costs

i ncl ude the foll ow ng:

(A) Salaries for nurses' aides, registered
nurses, and |licensed practical nurses
not involved in adm nistration;

(B) The portion of enployee fringe benefits
that are properly allocated to those
sal ari es;

(C© Physician-ordered mai ntenance therapy,
which is not billed directly to the
departnent. The cost of naintenance
t herapy services provided by persons
ot her than nursing staff shall be
limted to an anmount equivalent to the
cost if performed by nursing staff or a
physi cal therapy aide; and

(D) Costs of nursing supplies and nedical
supplies not separately billable to
patients.

Capital costs shall include all allowable

capital related operating costs under

Medi care reasonabl e cost principles of

rei mbursenent, as defined in 42 CFR Chapter

413 of the long-termcare facility or

distinct part unit. Exanples of such costs

i ncl ude the foll ow ng:

(A Rent;

(B) Interest;

(C) Depreciation;

(D) Equi pent or | ease rental

(E) Property taxes; and

(F) Insurance relating to capital assets.

&RA costs shall include all additional

al l owabl e costs incurred in providing care

to long-termcare patients. Exanples of
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costs shall include the follow ng:

(A) Detary;

(B) Housekeepi ng;

(© Laundry and linen;

(D) Operation of plant;

(E) Medical records;

(F) The costs of insuring against or paying
for mal practice, including insurance
prem uns, attorneys' fees and
settlenments of clains; and

(G The costs of fringe benefits properly
all ocated to enpl oyees involved in
general and adm nistrative duties.

(b) Costs allocated to line itenms on the base
year cost report other than those conponents listed in
subsection (a) or to inappropriate line itens, shal
be appropriately reclassified to the three conponents.
Recl assification shall be perfornmed by the departnent

or its fiscal agent. |If naintenance therapy is
identified as a separate line itemon the provider’s
cost report, then the departnent shall include those

costs in calculating the PPS rates. The depart nent
shall not, however, allow reclassification of

mai nt enance therapy costs fromthe physical or
occupational therapy ancillary cost center to routine
costs.

(c) Costs of services specifically excluded from
the basic PPS rate under section 17-1739.2-4(b) shal
be deleted fromthe costs identified in subsection (a)
for purposes of the basic PPS rate calculation. This
process shall involve identifying line itens fromthe
base year cost report or other financial records of
the provider pertaining to the excluded services and
subtracting these costs fromthe appropriate
conponent. If a provider's base year cost report does
not identify the costs of excluded services, then the
departnent shall so advise the provider and request
addi tional financial records. |If the provider does
not respond with appropriate information, then the
departnment may delete fromthe provider's costs an
anount reasonably estimated to represent the costs of
such excl uded servi ces.
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(d) Cost reports for facilities which began
operations after the beginning of the base year are
not included in calculating the statew de wei ghted
average per diemcosts or used to calculate the
provi der's basic PPS rate.

(e) Costs attributable to new beds that are
pl aced in service after the beginning of the base year
are also not included in calculating the statew de
wei ght ed average per diemcosts or used to calcul ate
the portion of the provider's basic PPS rate that
relates to the new beds.

(f) Were an existing facility has partial year
cost reports fromnore than one owner or operator, the
departnment may either select one of the partial year
cost reports or conbine the cost reports fromthe
former and current owners or operators, or both. In
ei ther case, the cost reports shall be adjusted to
approxi mate the costs that woul d have been incurred
for a twel ve-nonth peri od.

(g Goss excise taxes paid on receipts, NF
taxes, and any return on equity received by a for-
profit provider shall be deleted fromthe costs used
to calculate the basic PPS rate and shall be
rei nbursed separately.

(h) If a provider received a rate increase
pursuant to a rate reconsideration request in the base
year, and that increase is for a non-recurring cost,
then the departnent may del ete fromthe base year
costs that are included in calculating the basic PPS
rates an amount equal to the costs that were used to
calculate the rate increase.

(i) If a provider received suppl enental paynments
fromthe state (wth no federal matching funds) for
speci al services in the base year, then the departnent
shal | adjust the provider's base year costs to renobve
the differential cost of those special services in
calculating the provider's basic PPS rates.

(j) The resulting conponent costs shall be
standardi zed to renove the effects of varying fisca
year ends. Costs are inflated fromthe end of each
provider's fiscal year to a common point in tine.
Therefore, facilities with fiscal years that end
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earlier receive a higher rate (nore nonths) of
inflation.

(k) To recogni ze annual inflationary cost
i ncreases, these standardi zed conponent costs shall be
inflated as described in section 17-1739. 2-14.

(1) For nursing facility providers, the portions
of a provider's standardized and inflated costs
(except for the costs of maintenance therapy services
included in direct nursing costs and the costs of
conplying with OBRA 87) that are in excess of the
routine cost limts (excluding the add-on to those
limts for OBRA 87 costs) for long-termcare
facilities shall be deleted fromthe costs used to
calcul ate the basic PPS rates. The departnent shal
apply its estimate of what the federal routine cost
[imts would have been for urban Honolulu facilities
to all nursing facilities.

(m Costs that are not otherw se specifically
addressed in this chapter shall be included in base
year costs if they conply with HCFA Publication No. 15
st andar ds.

(n) Legal expenses for the prosecution of clains
in federal or state court against the State of Hawaii
or the departnment incurred after Septenber 30, 1988,
shall not be included as all owable costs in
determ ning the PPS per diemrates.

(o) A provider-specific per diem conponent cost
shal | be cal cul ated by dividing the cost associ ated
with each conponent identified in subsection (a) as
adj usted in subsection (b) by the nunber of |ong-term
care provider census days for each acuity |level report
on the cost report and segregated in accordance with
the classifications in section 17-1739. 2-5.

(p) For providers with both acuity levels A and
C residents in the base year, per diem conponent rates
shal | be established as foll ows:

(1) Costs as reported on the base year cost
report shall be used for the conputation of
the level A and |l evel C per di em conponent
rates for providers which report costs for
acuity levels A and C residents separately;

(2) If a provider reports conbined costs for

17-1739. 2-21



UNOFFICIAL

acuity levels A and C and does not segregate

17-1739. 2-21



(3)

(4)

(5)

(a)

UNOFFICIAL
§17-1739.2-8

its direct nursing costs based upon a case
m x method or study, then the departnent
shall allocate the provider's direct nursing
costs based upon the acuity rati o;

Costs for the general and adm nistrative
conponent shall be allocated equally on a
per di em basis between acuity levels A and
C, or at the provider's option, allocated by
t he provider using the sane case-m x i ndex
devel oped for nursing costs;

Capital costs shall be allocated equally

bet ween Acuity levels A and C on a per diem
basi s; and

In no case shall a provider's acuity |level A
per diemcosts exceed its acuity |level C per
di em cost s.

Not wi t hstandi ng the foregoing, if a

provi der's base year cost report indicates that the

provi der
| evel of

had i nsufficient experience at a particul ar
care, then its basic PPS rate for that |evel

of care shall be conputed as foll ows:

(1)

(2)

(3)

(4)

(5)

The G&A and capital cost conponents shal
remain the same for both | evels of care;
The provider shall receive the substitute
di rect nursing conponent for the |evel of
care for which it had insufficient

experi ence;

|f the provider allocated its costs between
levels A and C, then the costs and days
allocated to the level of care for which it
had i nsufficient experience shall not be
considered in calculating its basic PPS
rates;

If the provider did not allocate its costs
between levels A and C, then no part of its
costs or days shall be allocated to the

| evel of care for which it had insufficient
experience in calculating its basic PPS
rates; and

The cal cul ation of the basic PPS rate for an
acuity level in which the provider has
insufficient experience shall also consider
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t he adjustnents that have been incorporated
into the basic PPS rate for which sufficient
experience exists. [Eff 09/01/03 ]
(Auth: HRS 8346-59; 42 U.S.C. 81396a)

(Imp: 42 C.F.R 8447.252)

817-1739.2-9 Application of conponent rate
ceilings. (a) Each provider's per diem cost
conponents, as calculated in accordance with section
17-1739. 2-8, shall be subject to conponent rate
ceilings in determning a provider's basic PPS rates.

(b) For each classification identified in

section 17-1739.2-5, conponent rate ceilings shall be
established as foll ows:

(1) For each provider, multiply the provider-
specific per diem conponent cost by the
provider's total census days in the base
period to determne total cost per conponent
by provider. Any per diem conponent cost
that is greater than two standard devi ations
above or bel ow the statew de nmean of the
conponent cost shall be excluded in
cal cul ating the conponent rate ceilings;

(2) For each classification identified in
section 17-1739.2-5, sumthe providers and
totals calculated in paragraph (1) to
determ ne the total cost per conponent for
each classification;

(3) Divide the classification conmponent costs
cal cul ated in paragraph (2) by the total
census days reported in the base year cost
reports for all providers in the
classification to determ ne an average cost
per conponent by provider classification;
provi ded, however, that if any per diem
costs are excluded because they deviate nore
than two standard deviations fromthe
st atewi de nean, then the days associ ated
with those per diemcosts shall also be
deleted in calculating the average cost per
conponent for the peer group; and

17-1739. 2- 23



UNOFFICIAL
§17-1739.2-9

(4) Miltiply the results of paragraph (3) above
by the follow ng factors to determ ne the
cost conponent rate ceilings by each
provi der classification:

(A) GCeneral and Admnistrative-1.1
(B) Capital-1.1; and
(C Direct Nursing-1.15.

(c) Cenerally, each per diemcost conponent of a
provider's basic PPS rates shall be the | esser of the
provi der's per diemcost conponent rate cal cul ated
under section 17-1739.2-8 or the per diemceiling for
t hat conponent, except as noted in section
17-1739.2-19(f). In the case of the capital
conmponent, no provider shall receive less than $1.50 a
day regardl ess of its cost per day.

(d) If a provider's rate includes a substitute
di rect nursing conponent, then all three of the
conponent ceilings that apply to the acuity level for
which the rate is being cal cul ated shall be appli ed.

(e) The conponent ceilings shall not be applied
in the follow ng circunstances:

(1) To a grandfathered PPS rate;

(2) To a grandfathered capital conponent if a
provi der neets the provisions of section
17-1739. 2- 10;

(3) To grandfathered direct nursing and G&A
conponents; and

(4) To a new provider or provider with new beds
whose basic PPS rates are, in whole or in
part, cal cul ated under the speci al
provi sions defined in sections 17-1739. 2-10
and 17-1739.2-11. That section defines the
circunstances in which either the conponent
ceilings or sone other ceilings wll be

appl i ed.
(f) For the FY 98 rebasing only, the rate
calculation for all providers shall include the higher

of the rates cal cul ated under the foll ow ng two
opti ons:
(1) Sections 17-1739.2-8 and 17-1739.2-9 and
i ncreased by the GET and RCE adj ustnments and
capital and G8A incentives, if applicable;
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(2) The grandfathered PPS rate, which excludes
OBRA 1987 paynents, but includes rate
reconsi derati on;

(3) If the grandfathered PPS rate is the | ower
of the two options, then the provider shal
receive the basic PPS rate and all other
appropriate adjustnents that are defined in
this chapter.

(4) If the grandfathered PPS rate is the higher
of the two options, then the provider shal
al so receive the foll ow ng adjustnents or
increases to that rate:

(A) For FY 98, one-half of the inflation
adjustnent. For all subsequent PPS
years, the provider shall receive the
sane inflation adjustnents that are
received by all other providers.

(B) The CGET adjustnent, however, shall only
be applied to the increnental increase
to the total PPS rates that results
fromthe adjustnents or increases noted
above. [Eff 09/01/03 ]  (Auth:
HRS 8346-59; 42 U. S.C. 81396a) (I np:
42 C.F. R  8447. 252)

817-1739.2-10 Treatnent of new providers w thout
hi storical costs. (a) The followng two types of
provi ders shall have their basic PPS rates cal cul at ed,
in whole or in part, under this section:

(1) A provider that began operating after the
base year, and therefore has no base year
cost report; or

(2) A provider that began operating a new
facility during the base year, and therefore
has no base year cost report that reflects a
full twelve nonths of operations.

(b) A provider that qualifies under one of the
above criteria shall submt its projected costs to the
departnment on fornms and in the format defined by the
depart nent.

(c) The qualifying provider shall receive as its
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basic PPS rate the |l esser of: its reasonabl e projected
al | owabl e costs under Medi care reasonabl e cost

princi ples of reinbursenent (as defined in 42 C.F. R
Chapter 413 and nodified by this chapter), or one
hundred twenty-five per cent of the sum of the
statew de wei ghted averages (including the inflation
adjustnent) for its peer group in each acuity |evel.

(d) Commencing on January 1, 1996, the
qual i fying provider shall receive as its basic PPS
rates the | esser of:

(1) |Its reasonable projected allowable costs
under Medi care reasonabl e cost principles of
rei mbursenment (as defined in 42 CF.R
chapter 413 and as nodified by this
chapter); or

(2) The sum of the conponent rate ceilings for
its peer group in each acuity |evel.

(3) Subsection (c) shall continue to be applied
under the follow ng circunstances:

(A) Facilities that, as of Decenber 31,
1995, qualify for and are receiving the
new provi der rate; or

(B) New LTC projects with certificate of
need (CON) approval (if applicable) as
required by the state health and
devel opment agency (SHPDA), that
ei ther:

(1) bhave started construction as of
Decenber 31, 1995; or

(1i) have not started construction but
have a financial commtnent as of
Decenber 31, 1995 which contains a
penalty clause, in which case the
departnment may grant a provider’s
request for an exception based on
a review of the provider’s
financial situation.

(e) In PPSrate years follow ng the cal cul ation
of per diemrates under this section, the provider's
basic PPS rates shall receive the sane inflation
adj ustnents as other providers. [Eff 09/01/03 ]
(Auth: HRS 8346-59; 42 U. S.C. 81396a(13)) (Inp: 42

17-1739. 2- 26



UNOFFICIAL
C.F. R §447.252)

17-1739. 2- 26



UNOFFICIAL
§17-1739.2-11

817-1739.2-11 Treatnent of new beds w t hout
hi storical costs. (a) A provider that has expanded
beds since or during the base year, and therefore has
no base year cost report reflecting a full twelve
mont hs of operation with the new beds, shall have its
basic PPS rates cal culated, in whole or in part, under
this section.

(b) Existing providers which add new beds during
or after the base year shall receive basic PPS rates
that "blend" the rates for the old and new beds.

(c) Basic PPS rates associated with the new beds
shall be cal culated in accordance with sections
17-1739.2-10(c) and 17-1739.2-10(d). If applicable,
the CGET adjustnent shall be increased to cover the
hi gher gross excise taxes that will result.

(d) The result of subsection (c) above shall be
mul tiplied by the nunber of new beds.

(e) The basic PPS rates cal cul ated on the
hi storical costs of the existing beds as defined in
sections 17-1739.2-7, 17-1739.2-8, and 17-1739.2-9
shall be nmultiplied by the nunber of existing beds.

(f) The sum of subsections (d) and (e) above
shal |l be divided by the total nunber of existing and
new beds.

(g) The rates calculated in subsection (f) above
shall be the provider's basic PPS rate for all beds.

(h) The conputation shall be perforned
separately for each acuity level. [Eff 09/01/03
] (Auth: HRS 8346-59; 42 U.S.C. 81396a) (Inp: 42
C.F. R 8447.252)

817-1739.2-12 Transition of new providers and
new beds into the PPS. (a) A new provider or a
provi der with new beds shall eventually have its basic
PPS rates calculated in the same manner as ot her
providers. The transition will begin with the first
rebasing in which the new provider or provider with
new beds has a base year cost report that reflects a
full twelve nonths of operations.

(b) Unless the provider is eligible for the
gr andf at hered direct nursing and G&A conponents, the
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G8A and direct nursing conponents of the provider's
basic PPS rates shall be calculated in the same manner
as existing providers. This calculation shall include
t he application of the conponent ceilings.

(c)

new beds,

For new providers or providers that added
t he capital conmponent of the basic PPS rates

subject to the capital conponent ceilings shall be
determ ned as foll ows:

(1)

(2)

The new provider or provider wth new beds
shall receive the | esser of the follow ng
two options as the capital conponent of its
basi ¢ PPS rates:

(A Its facility-specific capital per diem
costs calculated in the same manner as
exi sting providers (excluding the
application of the capital conponent
ceiling); or

(B) [Its grandfathered capital conponent
(excluding the application of the
capi tal conponent ceiling); provided,
however, that if the provider's
facility-specific capital per diem
anount after the application of the
capi tal conponent ceiling is higher
than its grandfathered capital
conponent, then the provider shal
recei ve the higher anount as the
capital conponent of its basic PPS

rat es.
In order to inplenent the precedi ng section,
t he departnent shall identify the capital

conponent of the basic PPS rates for new

provi ders that existed imediately prior to

the inplenentation of the FY 98 rebasing.

That anmount, which is the grandfathered

capital conponent, shall be cal cul ated as

fol | ows:

(A) The departnment shall conpare the new
provider's projected per diemcosts,
whi ch were used to establish its
initial PPS rates, with its actual
capital per diemcosts as indicated on
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(3)

projected capital costs were
reasonable. |If the departnent

concl udes that the projections were
unr easonabl e, then the departnent may
adj ust the grandfathered capital
conponent accordi ngly;

(B) If the new provider's projected
aggregate costs in all three PPS rate
conponent s exceeded one hundred twenty
five percent of the sum of the
statew de wei ghted averages, then the
gr andf at hered capital conponent shal
be reduced pro rata. That reduction
shal | be acconplished by nultiplying
the projected capital per diemby the
capi tal conponent reduction factor; and

(C After applying the capital conponent
reduction factor, the new provider's
initial projected capital per diem
anmount shall be increased by the
inflation factor to renove the effects
of varying fiscal year ends and to
inflate the per diemto the PPS year
That anount shall be the capital
conponent of the new provider's basic
PPS rat es.

The departnent shall follow the same genera

procedure in calculating the portion of the

capital conponent for new beds that was used
to cal cul ate the bl ended capital conponent
for providers with new beds. That process

shal | include the follow ng steps:
(A) Identifying the grandfathered capital
conmponent ;

(B) If appropriate, applying the capital
conponent reduction factor;

(C) Determning whether the facility-
speci fic or grandfathered capital
conponent rate is appropriate; and

(D) Using the appropriate anmount to
cal cul ate a "bl ended" capital per diem
anount for the provider.
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defined eligibility tests is entitled to have its
di rect nursing and general adm nistrative conmponents
adj usted as defi ned bel ow

(1)

(2)

In order to be eligible for the

gr andf at hered direct nursing and G&A

conponents, a provider nust neet the

foll ow ng requirenents:

(A) The provider nust have both old and new
beds;

(B) The provider nust have a full twelve
nmont hs of historical costs for the new
beds reflected in the base year cost
report;

(© Imediately prior to the effective date
of the FY 98 rebasing, the provider
must have had in effect a "bl ended”
basic PPS rate that included the costs
of both the old and new beds; and

(D) The provider's adjusted PPS rate for FY
98 (excluding the NF and OBRA 87
adjustnents) is less than its total PPS
rate imedi ately prior to the rebasing
pl us one-half the FY 98 inflation
adj ust nent .

A provider who neets the eligibility tests

defined above shall receive the

grandf at hered direct nursing and G&A

adjustnent. As part of the calculation to

determ ne the anount of the adjustnent, one-

half of the inflation adjustnment for FY 98

is included. For FY 98 only, no other

inflation adjustnent shall be included in
cal cul ating the provider's adjusted PPS
rates. Thereafter, the provider shal

receive the full inflation adjustnent in
calculating its adjusted PPS rates.
[Eff 09/01/03 ] (Auth: HRS 8346-59;

42 U.S.C. 8§1396a) (Inp: 42 C.E.R
§447. 252)

817-1739.2-13 Treatnent of providers who provide
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acuity level D care. (a) Providers that furnish
| evel D services after the base year shall submt
costs and days to the departnent on fornms and in the
f or mat

17-1739. 2- 30



UNOFFICIAL
§17-1739. 2- 13

defined by the departnent.

(b) Paynent for acuity level D services wll be
based on the facility s reasonabl e projected all owabl e
costs under Medicare reasonable cost principles of
rei nbursenent (as defined in 42 C.F. R chapter 413 and
as nodified by this chapter). However, if a provider
has historical costs data of providing acuity |level D
services under a state pilot program the rate will be
based on the | esser of the pilot programor the
facility's projected costs. [Eff 09/01/03 ]
(Auth: HRS 8346-59) (Inp: 42 C F.R 8447.252)

817-1739.2-14 Application of inflation and other
adjustnents to establish provider-specific prospective
paynent rates. (a) Annual cost 1ncreases shall be
recogni zed by applying the inflation adjustnent to the
provider’s historical costs or basic PPS rates, or
both. This provision shall not apply to Acuity Level
A and Acuity Level Cfacilities. The provisions of
section 17-1739. 2-21 shall apply to Acuity Level A and
Acuity Level C facilities.

(b) For years in which the departnent perforns a
rebasi ng, cost increases attributable to inflation
t hat have occurred since the base year shall be
recogni zed as foll ows:

(1) The basic PPS rates shall be
standardi zed to renove the effects of
varying fiscal year ends;

(2) The basic PPS rates shall be nultiplied
by one plus the cumulative inflation
adj ust nent ;

(3) For the purpose of determ ning the
inflation adjustnent, the departnent
shal |l use the nost current and accurate
data that is then avail able; and

(4) To ensure the prospective nature of the
system the data shall not be
retroactively nodified or adjusted.

(c) For years when the departnent does not
perform a rebasing, cost increases due to inflation
for the upcom ng rate year shall be recognized as
fol | ows:
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adjusted PPS rate (excluding any rate
reconsi deration increases) in effect on
June 30th of the imediately precedi ng
fiscal year by one plus the inflation
adjustnment for the follow ng state
fiscal year

(2) To ensure the prospective nature of the
paynment mnet hodol ogy, the inflation
adj ustmrent shall not be retroactively
nodi fi ed or adj usted.
[ Ef f 09/01/03 ] (Auth: HRS
§346-59; 42 U.S.C. 81396a) (Inp: 42
C.F. R 8447.252)

817-1739.2-15 Limtations on |ong-termcare
provi der reinbursenent. (a) Notw thstanding any
ot her provision of this chapter, aggregate paynents to
each group of facilities (i.e., nursing facilities or
internediate care facilities for the nentally
retarded) may not exceed the anmpunt that can
reasonably be estimted woul d have been paid for those
servi ces under Medicare reasonabl e cost principles of
rei nbursenent (as defined in 42 C.F.R Chapter 413).
In addition, aggregate paynents to each group of
state-operated providers (i.e., nursing facilities or
internediate care facilities for the nentally
retarded) may not exceed the anmpunt that can
reasonably be estimted woul d have been paid under
Medi care reasonabl e cost principles of reinbursenent.
If a formal and final determ nation is nade that
paynments in the aggregate exceeded the upper Iimt and
federal financial participation is disallowed, the
departnent may recoup any paynents nmade to providers
in excess of the upper limt.

(b) Notw thstandi ng any other provisions of this
chapter, paynent for out-of-state |ong-termcare
facility services shall be the | esser of the
facility's charge, the other state's Medicaid rate, or
the statew de wei ghted average Hawaii Medicaid rate
applicable to services provided by conparabl e Hawai i
provi ders.
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(c) Notw thstandi ng any other provision of this
chapter, no paynents shall be made for the inproper
adm ssion of or care for nentally ill or nentally
retarded individuals, as those terns are defined in
section 4211(e)(7) (G of OBRA 87

(d) Notw thstandi ng any ot her provisions of the
chapter, should federal participation for CAH
provi ders be disall owed, the departnment nmay recoup any
such paynents nmade to these CAH facilities.

[ Ef f 09/01/03 ] (Auth: HRS 8346-59; 42 U.S.C.
8§1396a(13)) (Inmp: 42 C F.R 8447.252)

817-1739.2-16 Adjustnents to base year cost.

(a) Adjustnents to a provider's base year cost report
t hat occur subsequent to a rebasing that utilizes that
base year cost report shall not result in any change
to the conponent rate ceilings for the provider's peer
group.

(b) Beginning with the FY 98 rebasing, the
followng rules shall apply to changes to a base year
cost report that are nade after a rebasing occurs. |If
a provider's PPS rates are based upon a cost report
that is not finally settled, then the departnent shal
not adjust those rates based upon subsequent changes
to the base year cost report.

(c) The PPS rate calculation process is conpl ex
and requires an extensive commtnment of the
departnment's resources. Cccasionally, the departnent
may uncover or have brought to its attention m nor
data extraction or calculation errors that affect one
or a few providers. Unless the departnent reasonably
expects the correction of an error for one or a few
providers to have a significant inpact on the
statew de wei ghted averages or conponent ceilings, the
departnment need not recal cul ate those averages or
ceilings to reflect a recalculation of the basic PPS
rates of the one or few providers. [Eff 09/01/03
] (Auth: HRS 8346-59; 42 U.S.C. 81396a) (lnp: 42
C.F. R 8447.252)
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departnent shall performa rebasing follow ng the
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met hodol ogy but using updated cost report data as
described in section 17-1739.2-7 so that a provider
shall not have its basic PPS rates cal cul ated by
reference to the sane base year for nore than eight
state fiscal years. [Eff 09/01/03 ] (Auth: HRS
8346-59; 42 U.S.C. 81396a) (Inp: 42 C F.R 8447.252)

817-1739.2-18 Adjustnents to the basic PPS
rates. (a) Each proprietary provider 1s eligible to
receive the ROE adjustnent. The ROE adjustnent shal
be cal cul ated by identifying the appropriate anmounts
fromthe base year cost report or other sources, and
di viding those anobunts by the provider's base year
patient days to obtain a base year ROE per diem The
base year RCE adjustnents shall receive the sane
increase to reflect inflation as all other base year
costs.

(b) Al proprietary providers shall receive the
CGET adjustnent. The GET adjustnent shall be paid by
i ncreasing the basic PPS rates plus all applicable
adj ustnments by 1.04167.

(c) Nursing facilities who qualify shall receive
the capital incentive adjustnent, the G&A incentive
adj ustnent, or both. Due to the limted nunber of
| CF/ MRs, those facilities shall not be eligible to
receive either the Capital Incentive or G&A incentive
adj ust nent s.

(d) Beginning with PPS rate year July 1, 1995 to
June 30, 1996, qualifying NFs shall receive the A
smal |l facility adjustnent.

(e) Total PPS rates - A provider's basic PPS
rates shall equal the sumof its direct nursing, GRA
and capital per diem conponents for each acuity | evel
as cal cul ated under this chapter. A new provider's
basic PPS rate shall be the per diemrate cal cul ated
under section 17-1739.2-10. The basic PPS rate for a
provi der with new beds shall be the per diemrate
cal cul ated under section 17-1739.2-11

(f) A provider's adjusted PPS rate shall be the
product of the follow ng fornula:

Basi ¢ PPS Rate

+ Capital Incentive Adjustnent (if

appl i cabl e)
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+ &&A Incentive Adjustnent (if applicable)
ROE Adjustnment (if applicable)

+ GBA Smal |l Facility Adjustnent (if applicable)

Subt ot al

X GET Adjustnment (if applicable))

= Adj ust ed PPS Rate

(g) A provider's total PPS rate shall be the
adjusted PPS rate. [Eff 09/01/03 ] (Auth: HRS
8346-59; 42 U.S.C. 81396a (13) (Inp: 42 CFR
8447. 252)

+

817-1739.2-19 Admnistrative review - rate
reconsi deration. (a) Providers shall have the right
to request a rate reconsideration for the foll ow ng
condi tions:

(1) A change in ownership, |easeholder, or
operator, w thout a change in |licensure and
certification, which shall be grounds for
rate reconsideration only to the extent
authorized in section 17-1739. 2-3(f);

(2) Providers who receive no rate increase or a
reduced rate due to inplenentation of the
acuity based rei nbursenment systemw || not
be able to file for a rate reconsideration
under this section for adjustnents or
damages.

(3) Extraordinary circunstances including, but
not limted to, the followi ng: acts of God;
changes in life and safety code
requi renents; changes in licensure |aw,
rul es, or regulation; significant changes in
patient mx or nature of service occurring
subsequent to the base year; errors by the
departnent in data extraction or cal cul ation
of the per diemrates; subject to section
17-1739. 2-16, inaccuracies or errors in the
base year cost report; or additional capital
costs resulting fromrenovation of a
facility that does not result in additional
beds but otherwi se are attributable to
extraordinary circunstances. Mere inflation
of costs, absent extraordinary
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ci rcunst ances, shall not be a basis for rate
reconsi derati on;

17-1739. 2- 35



UNOFFICIAL
§17-1739. 2- 19

(4) To determine in advance the anount of rate
reconsideration relief, if any, that wll be
granted to the provider for an anticipated
future cost in excess of $50,000, or $1,000
per bed, whichever is less. The provider
must be otherwi se ready to incur the cost,
and it nmust be attributable to a proposed
capital expenditure, change in service or
licensure or extraordinary circunstance.
Any determ nation by the departnent is
subject to the provider actually incurring
the anticipated cost. |If the actual cost is
greater or |lesser than the anticipated
future cost submtted by the provider, then
the departnment may adjust its rate
reconsi deration relief determnation either
on its own initiative or by suppl enental
request of the provider. A provider that
fails to request an advance rate
reconsi deration fromthe departnent assunes
the risk that no rate reconsideration relief
may ultimately be avail abl e; and

(5 If the departnent reduces the grandfathered
capital conponent of a new provider or a
provi der with new beds due to an inaccurate
or unreasonabl e projection of capital costs
by the provider.

(b) Requests for reconsideration shall be
submtted in witing to the departnent and shall set
forth the reasons for the requests. Each request
shal | be acconpani ed by sufficient docunentation to
enabl e the departnment to act upon the request.
Docunent ati on shall include the data necessary to
denonstrate that the circunmstances for which
reconsideration is requested neet one or nore of the
conditions specified in subsection (a). The requests
shall include the foll ow ng:

(1) A presentation of data to denonstrate the
reasons for the provider's request for rate
reconsi derati on;

(2) If the reconsideration request is based on
changes in patient m x, the provider nust
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docunent the change using well -established
case-m x neasures, acconpani ed by a show ng
of cost inpact; and

(3) A denpnstration that the provider's costs
exceed the paynents under this chapter

(c) Except as otherw se provided in this
chapter, a request for reconsideration shall be
submtted within sixty days after the annual PPS rate
is provided to the provider by the departnent, or at
ot her tines throughout the year if the departnent
determ nes that extraordinary circunstances occurred
or if the circunmstances defined in subsection (a)(1)
occur.

(d) Pending the departnent's decision on a
request for rate reconsideration, the provider shal
be paid the PPS rate initially determ ned by the
departnment. |If the reconsideration request is
granted, the resulting new PPS rate shall be effective
no earlier than the first day of the PPS rate year.

(e) A provider nmay appeal the departnent's
decision on the rate reconsideration request. The
appeal shall be filed in accordance with the
procedural requirenents of chapter 17-1736, subchapter
3, of the Hawaii Adm nistrative Rul es.

(f) Except as noted below, rate increases
granted pursuant to the rate reconsideration process
shal | not exceed an anount equal to the sum of the
conponent ceilings for a particular provider's
classification mnus the provider's basic PPS rate:

(1) If a provider is either new or has added new
beds and its basic PPS rate is cal cul ated
under sections 17-1739.2-10, 17-1739.2-11
or 17-1739.2-12, then a rate increase shal
not exceed the difference between the sum of
the ceilings for the direct nursing and
general and adm nistrative conponents and
the sumof the provider's facility-specific
conponents for those categories;

(2) If a provider is receiving the grandfathered
capital conponent, then the increase shal
not exceed the difference between the sum of
the direct nursing and G&A conponent
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ceilings and sum of the provider's direct
nursi ng and
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G&8A conponents;

(3) For providers that qualify for the G&A snall
facility adjustnent, the sumof the
conponent ceiling is to reflect the increase
to the GRA conponent ceiling as defined in
section
17-1739. 2- 1.

(g) Rate reconsideration granted under this
section shall be effective for the remainder of the
PPS rate year. |If the provider believes its
experience justifies continuation of the reconsidered
rate in subsequent fiscal years, then it shall submt
information to update the docunentation specified in
subsection (b) wthin sixty days after receiving
notice of the provider's rate for each subsequent PPS
rate year. The departnent shall reviewthe
docunentation and notify the provider of its
determ nation as described in subsection (d). The
departnent may, at its discretion, grant a rate
adjustnment that will be incorporated into the
provider's rate for one or nore of the follow ng PPS
rate years.

(h) The decision to grant a rate reconsideration
request is subject to the departnent's discretion. In
exercising that discretion, the departnent may
consider that a provider's adjusted PPS rate includes
a grandf at hered conponent or incentive adjustnent.

[ Ef f 09/01/03 ] (Auth: HRS 8346-59; 42 U S C
8§1396a) (Inp: 42 C F.R 8447.252)

817-1739.2-20 Cost report requirenents. (a)

All providers shall maintain an accounting systemthat
identifies costs in conformance with accepted
accounting principles.

(b) Beginning with cost reporting periods on or
after January 1, 1996, participating providers shal
submt the follow ng on an annual basis no later than
five nonths after the close of each provider's fisca
year:

(1) Uniformcost report;

(2) Wbrking trial bal ance;
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(3) Provider cost report questionnaire;
(4) If the provider has its financial statenent
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audited, then a copy of that audited
financi al statenent;

(5) Disclosure of appeal itens included in the

cost report; and
(6) Alisting of all Medicaid credit bal ances
show ng information deened necessary by the
State, and copies of provider policies and
procedures to review Medicaid credit
bal ances and refunds of overpaynents to the
St at e.

(7) Such other cost reporting and financi al
information as the departnent shall request.
This informati on nmay include segregation of
certain costs of delivering services to
acuity level Cresidents as opposed to
acuity level A residents.

(c) In subsequent years, the departnent may
require providers to classify their costs according to
the conponents as defined in section 17-1739. 2-8 and
interpretive guidelines provided by the departnent and
submt that classification with its cost report.

Final classification of costs into appropriate
conponents shall be at the discretion of the
depart nent.

(d) dains paynent for services wll be
suspended one hundred per cent until an acceptable
cost report is received. A thirty-day maximm
extension shall be granted upon witten request only
when a provider’s operations are significantly
adversely affected due to extraordi nary circunstances
beyond the control of the provider, as provided in
Medi car e gui del i nes.

(e) Each provider shall keep financial and
statistical records of the cost reporting year for at
| east six years after submtting the cost report form
to the departnent and shall nmake such records
avai | abl e upon request to authorized state or federal
representatives. [Eff 09/01/03 ] (Auth: HRS
8346-59; 42 U.S. C. 81396a(27)) (lnmp: 42 CF.R
8447. 252)
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(a) Beginning with the effective date of these rules,
the departnment will inplenment a phased in transition
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approach fromPPS to an acuity based rei nbursenent
system The phased approach will be conpl eted by
June 30, 2008.

(b) The transition rate nethodol ogy uses a price

based systemwi th the foll ow ng paraneters:

(1) For the direct care rate conponent, the
conponent price is set at one hundred ten
per cent of the day-wei ghted nmedian. The
rate that is calculated is subject to a case
m x adj ust nent based upon the change on each
facility’s overall case mx

(2) For the admnistrative and general rate
conponent, the conponent price is set at one
hundred three per cent of the day-wei ghted
median. The rate is not subject to a case
m x adj ust nment.

(3) For the capital rate conponent, the

conponent
price is set at the day-wei ghted nedi an.
The rate is not subject to a case m x
adj ust nent .

(4) The Hawaii general excise tax is treated as

a

pass-t hrough.
The rate setting paraneters will remain constant for
all future rate setting periods. The prices
calculated for direct care, admnistrative and
general, and capital wll reflect prices that relate
to the rate period beginning July 1, 2002 and endi ng
June 30, 2003. The conponent prices will be updated
for each subsequent rate period by the inflation
adj ustnent for each peri od.

(c) Effective for rate periods starting the
effective date of these rules and July 1, 2004, the
annual cost increases shall be determ ned as foll ows:

(1) Calculate the blended Acuity A and Acuity C
rates for all eligible NF facilities using
the inflation adjustnent.

(2) For each NF, conpare the blended rates with
the inflation adjustnent to the rates that
woul d have been rei nbursed under the acuity
based rei nbursenent system
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(3) Apply the inflation adjustnent only to the
NFs that woul d have received an increase
under the acuity based rei nbursenent system
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The rate as increased by the inflation

adj ustnent for the NF shall not exceed the
rate the provider woul d have been entitled
to under the acuity based rei nbursenent
system Any NF not entitled to the inflation
adj ustnment shall receive no rate increase or
decr ease.

(4) For all NFs that are not entitled to an
inflation adjustnent, or whose rate is
[imted by the rate determ ned by the acuity
based rei nbursenent system cal cul ate by
facility the annual anmount associated with
the inflation adjustnment based on the
Medi cai d bed days fromthe | atest avail able
cost report.

(5) The total anobunt of inflation adjustnments
cal cul ated in paragraph (4) shall be
distributed to NFs whose rates with
inflation adjustnents are below the rate
cal cul at ed under the acuity based
rei nbursenent system The total anount
shal | be divided by the nunber of Medicaid
bed days for the NFs with rates bel ow t hose
cal cul ated by the acuity based rei nbursenent
system A SNF and | CF bed day rate shall be
cal cul at ed.

(6) Each NF with rates bel ow that cal cul ated by
the acuity based rei nbursenent system shal
receive an additional adjustnment to its
rate. The adjustnment shall be applied to
each SNF and | CF bed day, provided the new
bed day rate does not exceed the rate that
woul d have been paid under the acuity based
rei mbursenent system

(d) Effective for rate periods starting

July 1, 2005, July 1, 2006, and July 1, 2007, the
rei mbur senent net hodol ogy i s adjusted each year as
fol | ows:

(1) Effective July 1, 2005, seventy-five per
cent of the NF's rates for SNF and I CF are
based on the previous year’s rate adjusted

17-1739. 2-41



UNOFFICIAL

for inflation. Twenty-five per cent of the
SNF and I CF rates are based on the acuity
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based rei nbursenent system adj usted for
i nflation.
(2) Effective July 1, 2006, fifty per cent of

NF's rates for SNF and | CF are based on the
previous year’s rates adjusted for
inflation. Fifty per cent of the SNF and
| CF rates are based on the acuity based
rei nbursenent system adjusted for inflation.
(3) Effective July 1, 2007, twenty-five per cent
of the NF's rates for SNF and | CF are based
on the previous year’s rates adjusted for
inflation. Seventy-five per cent of the SNF
and I CF rates are based on the acuity based
rei nbursenent system adjusted for inflation.
(4) Effective July 1, 2008, one hundred per cent
of the NF's rates are based on the acuity
based rei nbursenent system
[ Ef f 09/01/03 ] (Auth: HRS 8346-59;
42 C.F.R 431.10) (Inmp: HRS §346-14(b))

817-1739.2-22 Audit requirenents. (a) The
departnent or its fiscal agent shall conduct
periodically either on-site or desk audits of cost
reports, including financial and statistical records
of a sanple of participating providers in each
provi der classification.

(b) Reports of the on-site or desk audit
findings shall be retained by the departnment or its
fiscal agent for a period of not |less than three years
follow ng the date of subm ssion of the report.

(c) Each provider shall have the right to appea
audit findings in accordance with the procedural
requi renents of chapter 17-1736, subchapter 3, of the
Hawai i Adm nistrative Rules. [Eff 09/01/03 ]
(Auth: HRS 8346-59; 42 U.S.C. 8§ 1396a) (Ilnp: 42
C.F.R 8447.252)

817-1739.2-23 Bed-hold requirenents for |ong-
termcare. A Medicaid recipient's bed may be reserved
during a recipient's tenporary absence fromthe | ong-
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termcare facility if:
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(1) The recipient's plan of care provides for
absences other than for hospitalization, and
is approved by the recipient's attending
physi ci an;

(2) Any single episode during which a bed is
reserved does not exceed a period of three
consecutive days, unless a request for prior
approval is submtted to the program
revi ewed, and approved by its nedi cal
consul tant;

(3) The total nunber of days a recipient
reserves
a bed per cal endar year does not exceed
twel ve days; and

(4) Arecordis maintained in the recipient's
medi cal charts which accounts for the nunber
of days and specific dates for any year that
a recipient reserved a bed, subject to
periodic review by the departnent's
representatives. [Eff 09/01/03 ]
(Auth: HRS 8346-59; 42 U. S.C. 81396a)
(Imp: 42 C.F.R 8447. 252)

817-1739.2-24 Public process. The State has in
pl ace a public process, which conplies with the
requi renments of Section 1902(a)(13)(A) of the Soci al
Security Act. [Eff 09/01/03 ] (Auth: HRS 8§346-
59) (Inp: 42 C. F.R 8447.205)
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8§17-1739.2
Exhibit A

Acuity Based Long Term Care Rei nbursenent Rates
(July 2003)

A new price based rei nbursenent systemwth three
conponents (direct care, adm nistrative and capital)
will determne the rates paid to nursing facilities.
The direct care conponent will be acuity based
(adjusted for the average acuity of all of the
patients in each facility).

The case m x systemis based on the thirty-four I
classification nmethodology simlar to that which wll
be enpl oyed to cal culate the acuity based portion of
the long termcare rei nbursenent rates. The systemis
price-based, with periodic evaluation of the price

| evel of the rate conponents. An adjustnent for case
mx wll be applied periodically to the direct care
price conponent.

The acuity based portion of the rei nbursenent system
applies the average case mx of all of the patients in
each provider’s facility to the direct care price to
arrive at an acuity adjusted direct care conponent for
each provider. The resulting acuity adjusted direct
care conponent will be conbined with the other price
conponents to establish the rate for that provider.
This rate will be adjusted periodically when the
acuity scores are conpiled. The rate established wll
be used for all patient days billed to Medicaid for
that period. After the initial phase in period there
will no | onger be a distinction between |level A and

| evel C acuity as the newthirty-four group RUG I I
systemw || replace the old classification system

The standard price conponents for direct care, general
and adm nistrative, and capital were derived fromthe
nmost current Medicare cost reports avail able on June
30, 2001 and inflated using fromthe m dpoint of the
cost report period to the mdpoint of the FY 03 rate
year using DRI. A statewi de standard price for the

di rect care conponent is calcul ated using the cost
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reports for all facilities and their respective case
m X i ndices.

Cal cul ation of the facility specific case mx index is
based on data fromthe M ninumData Set (MDS), a
conponent of the federally nmandated Resi dent
Assessnent Instrunent, to classify residents into one
of thirty-four nutually exclusive groups representing
the residents’ relative direct care resource

requi renents. The average case m x index of all of
the residents of the facility at various points in
time (“snapshots”) is then applied to the direct care
conponent for each facility. The facility's Medicaid
acuity based reinbursenent rate is the direct care
conponent adjusted by the facility's case m x index
for all residents, to which is added the general and
adm ni strative conponent, and the capital conponent.

Paraneters of the New Rate Setting Methodol ogy

The new rate setting nethodol ogy uses a price based
systemwi th the follow ng paraneters:

Rat e Conponent Conponent Myers & Stauffer Case -
Price set cal cul at ed M x
at anount for rate Adj ust ed
peri od endi ng
6/ 30/ 2003
Direct care 110% of $102. 19 Yes
Medi an
Adm nistrative 103% of $61. 83 No
& Cener al Medi an
Capi t al Medi an $13. 04 No

The price paraneters |isted above (110% of nedi an for
direct care, 103% of the nedian for adm nistrative and
general and the nedian for capital) wll remain
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constant for all future rate setting periods. The
prices |listed above ($102.19 for direct care, $61.83
for adm nistrative and general and $13.04 for capitol)
reflect prices that relate to the rate period

begi nning July 1, 2002 and endi ng June 30, 2003.
Therefore, those prices will need to be updated for
each subsequent rate period before they can be used in
the rate setting process for those periods. They wll
be updated by the full inflation factor for each
period, as determ ned by the inflation adjustnent.



